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Introduction 
A Better Tax System for Canadians 


The Government of Canada is making much-needed, 
comprehensive reforms to Canada’s tax system. 


Canadians have increasingly recognized the need for a fairer, 
more effective tax system. Over the past two decades, serious 
problems have developed in all parts of the system — personal 
and corporate income taxes and sales taxes. 


The tax reform proposals have been designed so that Canadians 
benefit from a fairer, more understandable system that 
encourages initiative, strengthens competitiveness, growth and 
job creation, and provides a more reliable and balanced source 
of revenues to finance essential public services. 


The key to these improvements is lowering tax rates and 
broadening the tax base. Lower rates are the best incentive for 
Canadians to work, invest and raise their living standards. A 
broader tax base with fewer special tax preferences is the 
fairest way to reduce rates and ensure that taxpayers in similar 
circumstances are treated in a similar manner. 


The tax reform measures are a package. Changes to personal, 
corporate and sales taxes will be consistent with each other and 
with other government programs and initiatives. This will 
ensure that we have a more balanced and efficient tax system 
serving the economic and social needs of Canadians. 


Two-Stage Reform 


Tax reform is being implemented in two stages. The first stage, 
which will take effect in 1988, will include changes to the 
personal and corporate income tax systems. A number of 


interim changes to the existing federal sales tax will also be 
made pending its replacement. 


In stage two of tax reform, the current federal sales tax will be 
replaced by a multi-stage sales tax applied on a broad base of 
goods and services. When the current sales tax is replaced, 
further changes will be made to the personal income tax 
system. Of key importance, the refundable sales tax credit will 
be significantly enriched and made available to many more 
Canadian households. The credit will be paid regularly and in 
advance. The 3-per-cent surtax will be removed for all 
taxpayers, and personal income taxes will be further reduced to 
benefit middle-income earners. The government is currently 
consulting with Canadians on the proposals for reform of the 
sales tax. 


The government has made clear that each stage of tax reform 
will be fiscally neutral and self-contained. That means that in 
each stage the reforms will neither increase nor decrease the 
deficit. Tax reform is not a “reform now, pay later’ deal. 


Canadians Will Benefit 


The benefits of tax reform will be felt by most Canadians first 
through lower personal income taxes and again over the years 
as a result of tax reform’s positive impact on the economy. 


For 9.7 million households — over 85 per cent of the total — tax 
reform will mean reduced income taxes. For these households, 
the average tax reduction will be about $490 per household. 
This results from the fact that the gains from tax rate 
reductions and the conversion of personal exemptions into tax 
credits far outweigh the reduction in tax preferences. About 
850,000 lower-income Canadians — of which about 250,000 are 
elderly — will have their income tax totally eliminated as a 
result of tax reform. 


Elderly Canadians who depend mainly on pension and interest 
income will be better off as a result of tax reform. Nine out of 
10 Canadians aged 65 and over will pay less income tax. 


Consultation — The Basis of Successful Reform 


From the time the government decided to reform the tax 
system, it has sought the views and advice of Canadians. In 
developing the tax reform proposals that were tabled on 

June 18, 1987, the government benefited considerably from the 
insights and recommendations provided by Parliament, 
representative associations, business, labour and individual 
Canadians. 


At that time, interested organizations and individuals were 
again invited to examine the proposals and submit their views. 
In addition, the proposals for reforming the personal and 
corporate income tax systems were the subject of extensive 
public examination by committees of the House of Commons 
and the Senate. 


During these wide-ranging consultations, Canadians 
consistently supported the broad thrust of the government’s 
proposals. In response to certain recommendations, the 
government has made a number of modifications and 
improvements. 


Most important are changes to further reduce taxes for families 
with children. The refundable child tax credit will be increased 
by $35 to $559 per child for 1988. This change will provide 
direct benefits to low- and middle-income families. To improve 
the tax treatment of larger families, the dependent child credit 
will be increased to $130 a year for the third and each 
subsequent child. As a further benefit to families, the income 
threshold at which the child credit begins to be reduced is being 
raised to $2,500. Family allowance benefits will be reported by 
the higher-income spouse for tax purposes, but there will be no 
change in who may receive the allowance payments. These 
measures help make the overall impact of tax reform more 
progressive for families and fairer for larger families. 


To provide for these and other changes in a way that maintains 
tax reform’s fiscal neutrality, financial institutions will carry a 
heavier share of the tax burden. As well, the sales tax on 
alcoholic beverages and tobacco products will be increased. 


A Taxpayer’s Summary 


This book provides a general summary of tax reform measures 
for Canadians. It highlights key reforms to the personal and 
corporate income tax systems, most of which will go into effect 
January 1, 1988. It outlines the main benefits of tax reform for 
Canadian families and individuals and the impact on Canadian 
corporations. Finally, it describes the basis on which discussions 
are proceeding to develop a fairer, more effective sales tax 
system. 


Taxpayers with more specific and detailed interests should 
consult the document entitled Supplementary Information 
Relating to Tax Reform Measures. 


Personal Income Tax Reform 
The Basic Approach 


The personal income tax will be made fairer by lowering tax 
rates and broadening the tax base. Personal income taxes will 
be cut. Many special tax breaks will be reduced or eliminated 
so that the tax burden is more fairly shared by all taxpayers. 
The fairness of the personal income tax will be increased by 
converting all personal exemptions and some deductions to tax 
credits. This measure is of particular benefit to lower-income 
Canadians, especially elderly persons. 


Lower Rates 


Most Canadians will pay a lower rate of income tax over all 
and a lower rate of tax on each additional dollar of income. The 
present 10 tax brackets, with federal rates as high as 34 per | 
cent, will be reduced to three brackets for tax year 1988, with 
the top federal rate lowered to 29 per cent. 


Taxable income Federal tax Proportion 


range rate) of taxpayers 
(per cent) 
Up to $27,500 17 66 
$27,501 - $55,000 26 29 
$55,000 and over 29 of 


() These rates apply to the portion of a taxpayer’s income that falls within the 
ranges shown. For example, if taxable income is $32,000, $27,500 is taxed 
at 17 per cent and $4,500 is taxed at 26 per cent. 


A Fairer System 


There will be fewer special exemptions and deductions. With 
lower rates and a broader tax base, the tax system will be fairer 
to wage and salary earners who have had the least opportunity 
to reduce their taxes by taking advantage of tax preferences. 


The key to making the personal income tax fairer is replacing 
personal income tax exemptions and some deductions with tax 
credits. 


Exemptions and deductions reduce taxable income. The value 
of an exemption or deduction depends on an individual’s tax 
bracket and tax rate. Tax savings are the greatest for higher- 
income individuals. 


Credits are fairer and easier to understand. They directly 
reduce tax payable. Credits are worth the same amount to all 
taxpayers regardless of their income level. 


The New Credits 


The new personal tax credits and the exemptions and 
deductions they will replace are shown below. The right-hand 
columns show the value of the current exemptions and 
deductions to taxpayers in the lowest and highest tax brackets. 


Tax Credits 
Are The Same For All 


Tax Exemptions Are Not 
$1,500 


1,020 
Paani WU" aaa FEEL, 


$1,000 
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$27,500 $55,000 
Income level 


The 1988 personal tax exemption would have been $4,270. At 
different income levels, it would have been worth different 

amounts in actual tax savings, as shown by the black line. The 

1988 tax credit (striped line) gives all taxpayers the same tax savings. 


The Credit Changes 


Converting the basic personal exemption to a credit of $1,020 
strengthens the progressivity of the personal income tax system. 
The tax value of the credit is considerably greater than the tax 
value of the current basic exemption for individuals with 
income less than $27,500 but is reduced somewhat for those 
with higher incomes. The greatest reduction is for those who 
were in the highest tax bracket under the old system. 


New Credits - 1988 


Federal tax 
Federal tax value value of 
of new tax credits current exemptions 


Under More than 
$27,500 $55,000 


For all of taxable of taxable 
taxpayers income income 
(dollars) 
Basic personal 1,020 TZ) 1,240 
Married or equivalent 850 635 1,085 
Age (65 and over) 550 455 TPS 
Disability 550 495 845 
Dependent child™ 65 65 biS 
Infirm dependant over 18 250 250 425 


() For the third and each subsequent child 18-and under, the value of the credit 
will increase by an additional $65. 


Increasing the value of the basic personal credit reduces taxes 
for lower-income and elderly Canadians by raising the income 
thresholds at which individuals begin to pay tax. It is the main 
reason why 850,000 individuals will no longer pay federal 
income tax, 250,000 of whom are senior citizens. 


Converting the married exemption to a $850 credit will increase 
the tax value for taxpayers in the 17-per-cent tax bracket. It 
will also remove the disincentive under the old system for a 
spouse to enter or return to the workforce. 


A credit of $850 will replace the equivalent-to-married 
exemption. The credit can be claimed for a parent or 
grandparent of the taxpayer, an infirm relation or a dependant 
18 years of age or younger. 


The exemption for infirm dependants over 18 years of age will be 
converted to a credit of $250. The infirm dependant will be 


allowed to receive up to $2,500 in income before the credit 
begins to be phased out. 


The child tax exemption for dependent children will be converted 
to a credit of $65 per child. An additional credit of $65 will be 
paid for the third and each subsequent child aged 18 and under 
so that the total credit for the third and each subsequent child 
will be $130. The dependent credit will now be available for 
children up to age 18, including the year in which they turn 18. 
These dependants will be allowed to earn income up to $2,500 
before the credit starts to be reduced. These measures will 
improve the tax treatment for larger families. 


The existing refundable child tax credit will be enriched by 

$35 per child, from $524 to $559, and will now be available for 
children in the year that they turn 18. The increase in the credit 
will provide greater benefits for low- and middle-income 
families with children. The threshold of family income at which 
the credit begins to be reduced will be $24,090 for 1988: 


For tax purposes, family allowance benefits will be required to be 
reported by the higher-income spouse. There will be no change 
to the rules as to who may receive the family allowance 
payments. 


These measures, when combined with other tax reform 
proposals, will reduce the overall taxes paid by most families 
with children and make the tax system more progressive. 


The age exemption will be converted to a $550 credit, thus 
increasing the tax value for lower-income taxpayers and 
ensuring that the tax benefits go to those elderly taxpayers most 
in need. This measure will help reduce taxes for nine out of 10 
elderly Canadians. 


The disability deduction will be converted to a credit of $550. 
Any part of the credit not used will be transferable to the 
taxpayer’s spouse, supporting parent or grandparent or, in 
certain cases, to the taxpayer’s child. 


Income Threshold at which Individuals Start Paying 
Federal Tax, 1988 


Before After 
tax reform tax reform 
(dollars) 
Single individual under 65 4,940 6,220 
Married one-earner couple 
under 65 with two children 
18 and under 16,770 18,890 
Single individual aged 65 and over 10,785 11,430 
Married couple aged 65 and over 16,945 19,010 


Note: For taxfilers under age 65, it is assumed that income represents wage income. Stan- 
dard deductions such as the employment expense deduction, CPP/QPP and UI contribu- 
tions have been taken into account in computing taxes. Family allowances are also 
included in income for taxfilers, where appropriate. For taxfilers aged 65 and over, 
income represents a combination of OAS, GIS, pension and investment income. 


Child Care 


The Minister of National Health and Welfare has recently 
announced the government’s new national strategy on child 
care. As part of this strategy, the maximum child care expense 
deduction will be increased by $2,000 to $4,000 for each child 
aged six and under and for all children with special care needs. 
For those who do not have receipted child care expenses, a 
supplement to the refundable child tax credit of $100 in 1988 
and $200 in subsequent years will be paid on behalf of each 
child aged six and under. The supplement will be prepaid each 
year on the same basis as the refundable child tax credit. 


The benefits of these measures are over and above the increased 
benefits for children set out in the tables in this booklet. 


For further information on the child care initiative, write or call 
the Department of National Health and Welfare at the 
following address and phone number: 


National Day Care Information Centre, 
Health and Welfare Canada, 

Ottawa, Ontario K1A 1B) 
(6F3)957-061) 


Tax reform and the improvements in tax assistance for families 
announced as part of the government’s national policy on child 
care together represent a substantial increase in the level of 
public tax-assisted support for Canadians raising families. 


Other New Credits 


A number of existing deductions will be converted to tax credits 
at a rate of 17 per cent, including deductions for pension 
income, tuition fees, medical expenses, Canada Pension 
Plan/Quebec Pension Plan (CPP/QPP) contributions and 
unemployment insurance (UI) premiums. This proposal will 
protect those earning less than $27,500 and reduce the tax 
savings of the deductions for those people in the higher tax 
brackets. The conversion will therefore broaden the tax base 
and increase the fairness of the personal income tax. 


e¢ Pension Income Deduction: By converting this deduction to a 
credit of 17 per cent of eligible pension income to a 
maximum credit of $170, relief will be targeted better to 
lower-income pensioners. 


¢ Tuition Fees: Students will be able to claim a credit of 17 per 
cent of post-secondary tuition fees and a $10 per month 
education credit when at full-time attendance at college or 
university. An important new feature will allow the transfer 
of the unused portion of up to $600 of these credits to a 
supporting spouse, parent or grandparent. 


¢ Medical Expense Deduction: This deduction will be converted 
to a credit of 17 per cent of the amount by which eligible 
expenses exceed either $1,500 or 3 per cent of net income, 
whichever is less. This credit will provide similar tax relief 
from uninsured medical expenses to all taxpayers regardless 
of their income. 
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¢ Unemployment Insurance Premiums and Canada and Quebec 
Pension Plan Contributions: Greater fairness will be achieved 
by converting UI premiums and all CPP/QPP contributions 
paid by an individual on his or her own behalf to a credit of 
l 7 percent: 


Charitable Donations: This credit will be 17 per cent of total — 
annual donations up to $250 and 29 per cent for additional 
donations. The tax incentive to make larger donations will be 
substantially increased for most taxpayers. The credit will raise 
the federal support for charitable giving through the tax system 
in 1988 by $50 million. For taxpayers in provinces where 
provincial tax is levied as a proportion of federal tax, the total 
value of the credits will be roughly 26 and 44 per cent. 


The refundable sales tax credit will be increased and made 
available to more low-income families as part of the first stage 
of tax reform. In 1988 the credit will be increased by $20 to 
$70 for each adult and by $10 to $35 for each child age 18 and 
under. The income threshold at which the sales tax credit starts 
to be reduced will be raised by $1,000 to $16,000. 


Other Measures 


A number of other changes will be made to broaden the tax 
base, increase fairness and help finance personal income tax 
rate reductions. 


e Capital Gains: The lifetime capital gains exemptions for 
individuals will be held at the current $100,000 limit. 
Qualified farm property will continue to be eligible for the 
$500,000 lifetime exemption. To promote growth and 
investment, capital gains on small business shares will now 
qualify for a $500,000 exemption beginning in 1988. The 
proportion of a capital gain above the lifetime exemption 
that will be included in taxable income will be increased 
from 50 per cent to 66 2/3 per cent in 1988, and to 75 per 
cent in 1990. Canadian taxation of capital remains 
preferential and compares favourably with systems in other 
major countries. 
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Tax Treatment of Dividends: The combined federal-provincial 
tax credit on dividend income will be reduced to reflect 
reductions in the corporate tax rate on small business. The 
dividend gross-up will be reduced from 33 1/3 per cent to 
25 per cent of cash dividends received from taxable 
Canadian corporations. The federal dividend tax credit will 
fall correspondingly from 16 2/3 per cent to 13 1/3 per cent 
of grossed-up dividends. 


Interest and Dividend Income Deduction: The $1,000 interest 
and dividend income deduction will be removed. The 
increase in the basic personal credit more than offsets the 
impact of this change for lower-income Canadians, 
including the elderly. 


Retirement Savings: The new registered retirement savings 
plan (RRSP) and registered pension plan (RPP) limits will 
be phased in more slowly. The maximum limit of $15,500 
will be reached in 1994 (instead of 1990) for money- 
purchase employer-sponsored plans and in 1995 (instead of 
1991) for RRSPs. 


Business Expense Deductions: An important element of tax 
reform contributing to fairness is the limited restriction of 
certain business expenses so they more clearly represent 
actual costs attributable to business activity and do not 
subsidize personal consumption. 


e Meals and entertainment deductions will be reduced to 80 
per cent of their cost. This reflects the fact that some 
part of the expense represents a personal benefit. 


e Home office expenses will be allowed only where the 
office space in a home is used exclusively for the purpose 
of earning business income and if the space is either the 
taxpayer’s principal place of business or is used to 
regularly meet clients. 


e Automobile expense deductions will be restricted for those 


who drive personal automobiles for relatively modest 
amounts of business use. This will be achieved by 
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restricting the deductions which may be claimed for 
capital cost allowance, interest, insurance and license 
fees on a sliding scale for those who drive personal 
automobiles for less than 24,000 kilometers per year of 
business use. If business use is more than 24,000 
kilometers a year, the current system will remain. These 
changes will limit the deductible expenses of an 
automobile to that portion representing business use. 


¢ Employment Expense Deduction: The $500 employment 
expense deduction will be eliminated. This will contribute to 
broadening the tax base thus permitting the enhancement of 
the basic personal credit. 


e Capital Cost Allowance for Certified Canadian Films: While the 
capital cost allowance will be reduced from 100 per cent to 
30 per cent, investors will be able to deduct the cost of a 
film fully, and without the half-year rule applying, to the 
extent of their income from all films in a year. These 
changes maintain a tax regime supportive of the Canadian 
film industry while reducing the opportunity for sheltering 
other income from tax. 


¢ Multiple-Unit Residential Buildings: The ability to deduct 
losses due to capital cost allowance against other income for 
multiple-unit residential buildings (MURBs) will be ended 
in 1988 for MURBs acquired after June 18, 1987 and in 
1993 for MURBs acquired prior to June 18, 1987. 


Tax Treatment of Farming Losses: As part of tax reform, the 
government intends to introduce objective tests to determine 
the extent to which farm losses can be deducted against other 
sources of income. Details of this proposal are set out in a 
separate document entitled Tax Treatment of Farm Losses. 
The government will be consulting further with the farm 
community on these proposals. The proposals will not take 
effect until after the 1988 tax year. 


Forward Averaging and Block Averaging: Lower rates and fewer 
tax brackets reduce the need for the forward averaging system. 
Therefore, it will be eliminated beginning in 1988. Taxpayers 
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will be permitted, however, to bring averaged amounts back for 
a top marginal tax rate credit until 1997. Block averaging 
provisions for farmers and fishermen will end after 1987, but to 
smooth the transition to the new system they will be permitted 
to average income until their current block period is completed. 


Faster Payment of Source Deductions and Quarterly Instalments: 
To improve the government’s cash management, payment of 
source deductions by employers, quarterly instalment payments 
of personal income taxes and remittance of sales and excise 
taxes will be accelerated. These measures do not affect amounts 
of tax owed. 


Comparing New and Old Systems 


The following example shows how to calculate tax payable 
under the new system compared with the old. 


Arriving at Taxable Income 


Current New 
(dollars) 

Employment earnings 26,100 26,100 
Family allowance 776 776 
Total 26,876 26,876 
Standard deductions 

Employment expense 500 0 

Canada/Quebec Pension Plan 468 0 

Unemployment insurance 613 0 
Non-standard deductions 

Registered Pension Plan 800 800 | 

Registered Retirement 

Savings Plan 500 500 

Union dues 200 200 

Net income 23,795 25,376 
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Exemptions 
Basic 
Married 


Dependent children 


Taxable income 


Arriving at Tax Payable 


Taxable income 
Tax on taxable income 


Credits 
Canada/Quebec Pension Plan 
Unemployment insurance 
Basic credit 
Married 
Two children 18 and under 


Sub-total 
Basic federal tax 


Federal tax calculation 
Surtax 
Child tax credit“ 


Net federal tax 


Provincial tax (at 55% of 
basic federal tax) 


Total federal-provincial tax 
Tax reduction under reform 


Reduction as a percentage of 
previous tax 


4,270 
3,740 
776 


15,009 


Current 


15,009 
Papert ls 


co ooooo 


25535 
(ii 

— 1,048 
1,604 
1,416 


3,020 


(dollars) 


oo 


25,376 


New 


25,316 
4,314 


80 
104 
1,020 
850 
130 


2,184 
2,130 


64 

— 1,054 
1,140 
L172 
25312 


~708® 


23.4%) 


“ The $35 increase in the child tax credit is partially offset in this example by 
the increase in family net income. Family net income is higher as a result 
of the conversion of some standard deductions to credits. The increase 
in the refundable sales tax credit is not included in the above calculations. 


@) 55 per cent represents the average provincial tax rate on basic federal tax. 


3) The federal tax reduction is about two-thirds of the total reduction shown. 


This single-earner family — an individual earning an average 
wage, with a spouse and two children 18 and under — gets a 
substantial tax cut. There will be about 310,000 one-earner 
families with income between $20,000 and $30,000 in 1988. 


The example illustrates the shift from exemptions to credits and 
the new tax rates. While taxable income increases from 

$15,009 to $25,376, taxes payable drop by more than 23 per 
cent or $708 under tax reform. 


The Effects of Personal Income Tax Reform 


By shifting more of the tax burden from individuals to 
corporations, and by lowering rates and removing preferences, 
the reforms make the personal income tax system fairer and 
more progressive. 


Most People Pay Less 


e Income taxes will be reduced for 9.7 million households, 
over 85 per cent of all households, by an average of $490. 


e About 850,000 lower-income Canadians will have their 
income tax reduced to zero or receive refundable credits. 


e Income taxes will be cut for about 1.3 million of the 
1.4 million households with at least one person aged 65 and 
over. About 250,000 elderly Canadians will have their 
income tax reduced to zero. 


e Personal income taxes will be lower for all ranges of income. 
e Most taxpayers whose income consists primarily of salary or 
wages, family allowance, or standard pension and 


retirement revenue will receive tax reductions. 


e Net personal income tax revenues to the federal government 
will be reduced by about $12 billion over the next five years. 
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e Taxes paid by persons with similar incomes and in similar 
circumstances will vary less after tax reform. 


Some People Will Pay More 


e Income taxes will be increased for some 1.1 million 
households by an average of $865. Taxpayers experiencing 
tax increases will include those claiming large special tax 
preferences or credits and those with substantial investment 
income or self-employment earnings subject to the new 


fairer expense-deduction rules. 


Overall Impact of Tax Reform on Individual Taxfilers 


by Income Source 


Average 
federal/provincial 
tax asa 
per cent of income 


Principal 
source Number of 
of taxfilers Before After 
income affected reform reform 
(000) (%) (%) 
Wage and 
salary 10,222 20.1 18.9 
Other 2251 Ree 17.3 


Corporations Will Pay More 


Change in tax due 
to tax reform 


Change Change 


asa asa 
per cent per cent 
Amount of tax of income 
($) (%) (%) 
— 300 — 5.6 —1.1 
40 1.1 0.2 


e Profitable corporations will pay more income tax as 
additional revenues from corporate income tax rise 
annually, from $600 million in 1988 to $1.4 billion in 1991. 


¢ Corporate income tax revenues will be about $5 1/2 billion 


higher over the next five years. 


Ly 


The Effects of Personal 
Income Tax Reform 


Thousands of households 


y How man 
pay less s 
Ho 


Corporations Pay More... 
People Pay Less 
Millions of dollars 


What Personal Income Tax Reform Does For You 


The following six tables show tax cuts by different levels of 
salary, wages, or retirement income. To find out roughly how 
much less of your income you will pay in combined federal and 
provincial income tax, pick the table for the household closest 
to your situation: 


Single earner, under 65; 

Couple with one earner, two children; 
Couple with one earner, four children; 
Couple, both earning income, two children; 
Single, 65 and over; 

Couple, 65 and over. 


Se et a we ee 


Assumptions in Tables 


For taxpayers under 65, the tables assume that most income 
consists of wages or salary. For those 65 and over, the tables 
assume income consists of old age security (OAS), guaranteed 
income supplement (GIS), pension and investment income. In 
both cases, standard credits and deductions have been assumed. 


Tax changes include those arising from the conversion of 
exemptions and deductions into credits, from the modifications 
to the tax rate structure, and from the increase in the 
refundable child tax credit, where applicable. 


The provincial tax is calculated at an average provincial tax 
rate of 55 per cent of federal basic tax. As rates of provincial 
tax vary from province to province, taxpayers in some provinces 
will experience tax savings that differ from those given above. 
No provision is made in the calculations for provincial surtaxes 
and credits, or non-standard exemptions, deductions or credits. 
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Single Earner Under 65 
Tax payable 1988 


Income Pre- Post- Tax Lax cutas.a 


level reform reform cut per cent of tax 
$ $ $ $ Jo 
10,000 1,045 970 hs R2 
15,000 2,430 2,260 170 70 
20,000 3,880 3,540 340 8.8 
25,000 5,415 4,825 590 10.9 
30,000 7,180 6,485 695 9.7 
40,000 Diel2s 10,590 535 4.8 
50,000 15,605 14,700 905 5.8 
60,000 20,345 19,045 1,300 6.4 
75,000 27,770 29,915 1,855 ae 


Say your income is $11,500. Choose the $10,000 line and follow 
it across to find the approximation of how your tax situation 
will change. 
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Couple With One Earner, 
Two Children 18 and under 


Tax payable 1988 


Income Pre- Post- Tax Tax cut asa 


level reform reform cut per cent of tax 

$ $ $ $ %o 
10,000 — 1,015 — 1,120 105 2) 
15,000 85 — 400 485 570.6 
20,000 1,470 885 585 39.8 
25,000 2,925 2215 710 24.3 
30,000 4,705 4,115 590 1225 
40,000 9,010 $925 285 342 
50,000 13,465 Bae t50 315 23 
60,000 18,205 17,495 710 3.9 
75,000 25,350 24,370 980 3.9 


() Negative amounts represent refunds from the tax system due to the refundable 
child tax credit. 
2) Taxfilers receive an increase in their tax refund. 


The income level nearest your own will give an approximation 
of what will happen to your taxes. But remember, the more 
special credits or deductions you have, the less accurate the 
figure in the last column will be for you. 
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Couple With One Earner, 
Four Children 18 and under 


Tax payable 1988 


Income Pre- Post- Tax Tax cut asa 


level reform reform cut per cent of tax 
$ $ $ $ % 
10,000 — 2,095" — 2,235 140 (2) 
15,000 — 1,165 — 1,920 PS (2) 
20,000 200 — 635 835 417.5 
25,000 1,645 700 945 57.4 
30,000 3,385 2559) 790 ans 
40,000 TGps T5195 460 6.0 
50,000 12,220 11,805 415 3.4 
60,000 17,460 16,650 810 4.6 
75,000 24,950 23,960 990 4.0 


) Negative amounts represent refunds from the tax system due to the refundable 
child tax credit. 
°) Taxfilers receive an increase in their tax refund. 


Couple, Both Earning Income, 
Two Children, 18 or under 


Tax payable 1988 


Income Pre- Post- Tax Tax cut asa 


level reform reform cut per cent of tax 
$ $ $ $ %o 
10,000 — 1,050" — 1,120 70 OB 
15,000 — 455 — 735 280 fe 
20,000 415 170 245 59.0 
25,000 1,415 1,110 305 21.6 
30,000 25510 2225 285 11.4 
40,000 5,815 33295 520 8.9 
50,000 9,460 8,725 735 7.8 
60,000 13,065 12,235 830 6.4 
75,000 18,595 17,495 1,100 59 


‘') Negative amounts represent refunds from the tax system due to the refundable 
child tax credit. 
) Taxfilers receive an increase in their tax refund. 


This example assumes that 60 per cent of income is earned by 
one spouse and 40 per cent by the other. 
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Single Person, 65 and Over 


Tax payable 1988 


Income Pre- Post- Tax Tax cut asa 


level reform reform cut per cent of tax 

$ $ $ $ % 
10,000 0 0 0 0 
15,000 1,385 1,280 105 7.6 
20,000 2,855 2,620 235 8.2 
25,000 4,400 3,965 435 9.9 
30,000 6,095 5,665 430 Teh 
40,000 9,950 9,770 180 1.8 
50,000 14,190 13,880 310 222 
60,000 18,930 18,225 705 ed 
75,000 26,170 25,100 1,070 4.1 
Couple, 65 and Over 

Tax payable 1988 
Income Pre- Post- Tax Tax cut asa 
level reform reform cut per cent of tax 

$ $ $ $ % 
15,000 0 0 0 0 
20,000 855 280 oils 67.3 
25,000 2,215 1,620 655 28.8 
30,000 3,785 2,960 825 21.8 
40,000 7,210 6,895 315 4.4 
50,000 11,160 11,005 155 1.4 
60,000 15,645 15,170 475 3.0 
75,000 oS iets) 22,045 710 301 


This example assumes that the only income of one spouse is an 
OAS pension. The levels at which couples aged 65 and over 
start paying tax will rise from $16,945 to $19,010 as a result of 
tax reform. 


23 


Further Information on Impacts of Personal 
Income Tax Changes 


Overall Impact of Tax Reform for all Households Affected 


Average Change in Federal/Provincial Personal 
Income Tax Due to Tax Reform Measures, 1988 


Income range 


($000) 


Under 15 


15-30 
30-50 
50-100 


100 and over 


Total 


Number 
affected 


(000) 


Bal) 5S 
35310 
22) 
1,740 

235 


11,035 


Average 
change 


($) 


—110 
— 395 
— 415 
— 480 
—1,175 


— 350 
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Change as 
a per cent 


of tax 


(%) 


—21.6 
—12.7 
—5.5 
—3.1 
—2.3 


—5.5 


Change as 
a per cent 
of income 


(%) 


—1.0 
—1.8 
—1.1 
—0.7 
—0.7 


—1.1 


Average Change in Federal/ Provincial Personal Income Tax, 1988 


Households With a Decrease in Tax 


Change as Change as 
Number Average a per cent a per cent 
Income range affected change of tax of income 
($000) (000) ($) (%) (%) 
Under 15 2,800 — 140 — 28.4 —1.5 
15-30 3,015 — 460 — 14.5 —2.1 
30-50 2,260 — 525 —6.9 —1.4 
50-100 1,435 —735 — 4.6 —1.1 
100 and over 180 — 4,165 —7.4 —2.5 
Total 9,690 — 490 —7.8 —1.6 
Households With An [ncrease in Tax 
Change as Change as 
Number Average a per cent a per cent 
Income range affected change of tax of income 
($000) (000) ($) (%) (%) 
Under 15 230" 190 24.6 1.8 
15-30 245 340 15.8 1.6 
30-50 285 420 6.3 1.0 
50-100 285 795 6.2 lez 
100 and over 60 8,050 23.1 4.7 
Total 1,105 865 Mis 2.0 


) Some taxfilers with incomes under $15,000 may experience an increase in tax due 
to restrictions on business expenses for automobiles, home offices, meals and 
entertainment. Others may be affected by changes to the tax treatment of 
investment income. 
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Overall Impact on Households With One Person Aged 65 and Over: 


Change in Federal/Provincial Personal Income Tax, 1988 


Change as Change as 

Number Average a per cent a per cent 

Income range affected change of tax of income 

($000) (000) ($) (%) (%) 

Under 15 410 — 165 — 37.3 —0.9 
15-30 605 — 485 —22.9 —2.2 
30-50 265 — 400 —6.7 —1.1 
50-100 LS — 280 — 2.0 —0.4 
100 and over 3B — 1,555 —2.7 —0.8 
Total 1,430 — 385 —8.3 —1.2 


Narrowing Variations in Average 
Federal/Provincial Income Tax Rates, 1988 


Household 
income range 


($000) 
Under 15°” 


100 and over 


Households with 
a decrease in tax 


Average 
fed/prov 
tax rate 
before 
reform 


5.4 
14.3 
[35 
24.2 
33:9 


Households with 
an increase in tax 


Average Average 
fed/prov fed/prov 
tax rate tax rate 
after before 
reform reform 
(per cent) 

3.9 7.4 
b23 9.9 
18.1 16.6 
231 19.7 
312 20.5 


Average 
fed/prov 
tax rate 
after 
reform 


93 
i 
Li 
20.8 
24.2 


() The tax rate for these two groups is not strictly comparable before and after tax 
reform because of the large number of persons in this group and the wide variety 
of circumstances. After tax reform, households whose taxes increase include 
persons with net income under $15,000 due to deducting expenses for automobiles, 
home offices and entertainment expenses, who are affected by the new rules for 
deducting these expenses. Some have significant investment income and their 
taxes are changed by such measures as the reduction in the dividend tax credit. 
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Federal and Provincial Income Tax Paid by Married 
One-Earner Couples with Children Aged 18 and Under, 1988 


Family 
income No One Two Three Four Five 
level children child children children children children 


(dollars) 
10,000 0 — 560 — 1,120 — 1,675 — 2,235 — 2,795 
15,000 915 255 — 400 — 1,160 — 1,920 — 2,680 
20,000 2,200 1,540 885 125 — 635 — 1,395 
25,000 3,485 2,875 2,215 1,460 700 — 60 
30,000 5,140 4,775 4,115 33355 2,595 1,830 
40,000 9,250 9,145 8,725 7,960 7,195 6,430 
50,000 13,355 13,255 13,150 12,565 11,805 11,040 
60,000 17,700 17,600 17,495 17,290 16,650 15,885 
75,000 24,575 24,470 24,370 24,165 23,960 23,505 


Note: Tax changes include those arising from the conversion of exemptions 
and deductions into credits, from the modifications to the tax rate structure, 
and from the increase in the refundable child tax credit. 


Taxpayers are assumed to be under age 65, married, to receive earned income, 
and to claim standard exemptions, deductions and credits. The provincial tax is 
calculated at an average provincial tax rate of 55 per cent of federal basic tax. 
As rates of provincial tax vary from province to province, taxpayers in some 
provinces will experience tax savings that differ from those given above. No 
provision is made in the calculations for provincial surtaxes and credits, or 
non-standard exemptions, deductions or credits. 
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Federal and Provincial Income Tax Paid by Married 
Two-Earner Couples with Children Aged 18 and Under, 1988 


Family 
income No One Two Three Four Five 
level children child children children children children 


(dollars) 
15,000 715 60 — 735 — 1,495 — 2,235 — 2,795 
20,000 1,945 1,020 170 — $90 — 1,350 —2,110 
25,000 3,230 2,170 1,110 350 — 410 — 1,170 
30,000 4,515 3,520 ize) 1,465 705 — 55 
40,000 7,080 6,445 05295 4,535 Syl 3,015 
50,000 10,025 9,385 8,725 7,965 7,205 6,440 
60,000 13,515 12,875 127235 11,955 11,190 10,425 


75,000 19,130 18,205 17,495 17,290 17,085 16,430 


Note: See note to previous table. 


Taxpayers are assumed to receive earned income (60 per cent earned by one 
spouse, 40 per cent earned by the other) and to claim some child care expenses 
up to $4,000. The amount of child care expenses assumed are $500 per child for 
families with incomes of $10,000 and $15,000; $1,000 and $1,500 per child for 
families with incomes of $20,000 and $25,000 respectively; and $2,000 per child 
for those with incomes of $30,000 and above. Families with more than two 
children are assumed to claim the same amount of child care expenses as 
families with two children. 
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Federal and Provincial Income Tax Paid by 
Single Parents with Children Aged 18 and Under, 1988 


Family Single 


income in- One Two Three Four Five 
level dividual child children children children children 
(dollars) 
10,000 970 — 560 — 1,120 — 1,675 — 2,235 — 2,795 
15,000 2255 ZL — 565 — 1,325 — 2,085 — 2,795 
20,000 3,540 1,375 450 — 310 — 1,070 — 1,830 
25,000 4,825 2,525 1,465 705 — 55 — 815 
30,000 6,485 3,960 2,590 1,830 1,065 305 
40,000 10,590 8,425 6,985 6,220 5,455 4,690 
50,000 14,700 129535 11,590 10,825 10,060 9,300 
60,000 19,045 16,785 15,765 15,480 14,720 13,955 
75,000 25,915 23,660 22,640 22,435 22,230 21575 


See notes to previous table. 


eo 


Regional Impact of Federal Personal Income Tax 
Changes, 1988 


Individual 
Individual taxfilers Change 
taxfilers with tax in total 
becoming Rupe fer eats Sie ore federal tax 
non-taxable decrease increase collections 
(000) (%) (000) (000) (%) 
Newfoundland 25 10.6 235 25 — 8.6 
Prince Edward Island 6 10.0 58 y) —7.8 
Nova Scotia 31 7.4 400 50 — 6.6 
New Brunswick 26 6.8 330 40 —7.1 
Quebec 213 6.4 3,030 495 —5.4 
Ontario 295 5.6 4,485 IB —4,7 
Manitoba 50 8.5 510 95 —5.5 
Saskatchewan 31 6.3 455 80 — 4,5 
Alberta 71 5 1,145 195 —4.5 
British Columbia 95 6.1 1,410 220 —4.9 
All Canada” 850 6.3 12,120 1,985 —5.0 


()** All Canada’’ includes residents of the Yukon and Northwest Territories, 
taxpayers living outside Canada and those subject to tax in more than 
one jurisdiction. Because of small sample sizes, separate estimates are not 
shown for individuals in these categories. 
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Corporate Income Tax Reform 


The Basic Approach: A Fairer, More Effective System 


The changes in the corporate income tax accomplish three 
major objectives. They increase corporate tax revenues and 
make them more stable. They alter the distribution of tax 
liabilities to make the system fairer. And they contribute to 
economic growth and job creation. 


The corporate tax base will be broadened by eliminating or 
reducing many special preferences currently used by profitable 
corporations to reduce and sometimes eliminate their tax 
liability. At the same time tax rates will be reduced to reward 
successful activities and to ensure that the Canadian tax system 
remains competitive with those in other countries. 


The key to improved tax fairness is fewer special tax 
preferences. Eliminating and modifying preferences will ensure 
that more profitable corporations pay tax. Over all, corporate 
taxes will increase significantly. 


Tax reform will result in significant increases in the taxes paid 
by banks and insurance and larger trust companies. Many of 
these institutions have paid little or no tax in the last five years 
because they have been able to use a variety of tax preferences. 
These preferences are being removed as part of tax reform. 


The reformed tax system will provide the incentives that 
support regional development and economic growth. The tax 
system will continue to recognize the importance of incentives 
for manufacturing, resource industries such as agriculture, 
mining and oil and gas, research and development (R&D) and 
small business. 


Corporation Tax Measures 


The following are the main base-broadening changes under 
corporate tax reform: 
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In Total Federal Tax Revenues 


Share of Corporate Tax 


ip : ZZ 
7 1989-90 1990-91 1991-92 


1987-88 1988 


Capital Cost Allowance (CCA) rates will be lowered to 
bring them more into line with economic depreciation. 
CCA rates will still provide incentives for investment in key 
manufacturing and resource sectors. 


The proposals will ensure that the finance, insurance and 
real estate industries bear their fair share of tax. A tax on 
the capital of large banks and trust companies will be 
imposed. 


The 33 1/3-per-cent depletion deduction will be phased out 
and eliminated as of December 31, 1989. 


The portion of capital gains realized by corporations that is 
taxed will be increased from 50 per cent to 66 2/3 per cent 
in 1988 and to 75 per cent in 1990. 


Business expenses for entertainment and meals will be 
restricted to 80 per cent of actual costs. 


A general anti-avoidance rule will be introduced to prevent 
misuse or abuse of the provisions of the Income Tax Act. 


After-tax financing advantages available to non-taxpaying 
companies through the use of preferred shares will 
be reduced. 


The use of investment tax credits will be restricted to 

three-quarters of tax otherwise payable to ensure that 
profitable corporations cannot use them to completely 
eliminate their tax liability. 


Starting in July 1988, corporate tax rates will be reduced: 


The general federal rate will drop to 28 per cent. 


The rate for manufacturing will drop to 23 per cent 
by 1991: 


The small business rate will drop to 12 per cent. 
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The Impact of Tax Reform on Corporations 


Corporations will pay more tax. The broadening of the 
corporate tax base will more than offset the lowering of tax 
rates. Corporate taxes will increase by 10 per cent or about 
$5 1/2 billion over the next five years. 


Average Federal Tax Rates 
For Profitable Corporations 


ue Before reform 


After reform 


Agriculture, 
forestry and 
fisheries 


Mining ig 


Oil and gas 


Manufacturing § 


Construction 


Wholesale 
trade 

Retail trade 
Financial 
institutions, 
insurance and 
real estate 


Services 


All industries 


Many more profitable corporations will pay tax. The number of 
profitable corporations not paying tax will be reduced by more 
than 50 per cent. Those which will still pay no tax are mainly 
companies which have experienced losses in previous years, or 
are experiencing low profitability, or are using some of the 
limited number of remaining tax incentives that are kept 
because they serve national and regional priorities. 


Variations in tax paid by different sectors will be reduced. 
Sectors which formerly paid below-average taxes, such as 
financial institutions, will pay higher effective tax rates. Sectors 
which paid higher-than-average taxes, such as wholesale and 
retail trade, oil and gas, services and construction, will pay 
lower effective tax rates. 


Maintaining Incentives to Invest 


Tax reform will reduce the rate of tax on the return from new 
investment. This will strengthen the incentive for firms to invest 
in profitable ventures. 


By encouraging investment generally through low tax rates 
rather than selectively through up-front write-offs, corporate 
tax reform will establish a stable tax environment that fosters 
sound, broader economic growth. Specific investment incentives 
will be provided to promote regional development and critical 
areas of the economy such as research and development, small 
business and the mining and oil and gas sectors. 


Fostering International Competitiveness 


Tax reform will maintain and enhance Canada’s ability to 
attract foreign investment and compete in export markets. New 
investment will be encouraged in the resource sector by a tax 
regime designed to stimulate exploration and development. A 
reduced tax rate will apply to the manufacturing sector which 
will help it compete at home and abroad. 
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Recognizing Regional Needs 


More balanced development across all regions will continue to 
be strongly supported through the tax system. The reform 
proposals retain the investment tax credits in the Atlantic and 
Gaspé regions, Cape Breton, and special investment tax credit 
regions across Canada. The rates of credit will be reduced in 
line with lower tax rates, but the relative incentive effect will 
be maintained. 


Ensuring That Financial Institutions Pay 
Their Fair Share of Tax 


The financial sector will pay significantly more in taxes after 
tax reform as a result of the specific changes made to rules on 
reserves, the taxation of insurance companies, the extension of 
the capital tax for large banks and trust companies, as well as 
the impact on these institutions of changes to preferred shares, 
capital gains, and other more general tax changes. 


Maintaining Support for Small Business 


Tax reform respects the major contribution made by small 
business to job creation and economic growth. 


The federal small business tax rate of 12 per cent will be less 
than one-half of that imposed on large businesses. 


The relative tax burden on small firms will not increase, and 
will remain well below that of large corporations. 


In addition, owners and shareholders of small businesses will 
benefit from the full $500,000 lifetime exemption on capital 
gains realized on the sale of shares of small business 
corporations, beginning in 1988, to reward success and 
risk-taking. 
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Impact of Tax Reform on Financial Intitutions 


Increased Federal Taxes from Base Broadening for Banks, 
Other Deposit-Taking Institutions, and Life Insurance 
Companies, 1988-1992 


Millions of dollars 
1,200 


1,000 


800 


600 


400 


200 


1988 1990 
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Recognizing the Special Nature of Resource Sectors 


The mining industry is important to regional economic growth 
and to isolated communities across Canada. This sector now 
has a number of incentives including flow-through shares, 
earned depletion, and the ability to write off all investment 
against the income from a new mine. These incentives will be 
retained with the exception of earned depletion. This provision, 
which provides a tax write-off in excess of actual costs, will be 
phased out by the end of 1989. 


The average tax rate of the mining sector will remain one of the 
lowest. And for a new investment in mining, the tax rate will be 
lower than in any other sector. 


The reform proposals also recognize the strategic position of 
Canada’s oil and gas industry. The industry will benefit over all 
from tax reform. The lower tax rate will more than offset the 
slightly broader tax base. The industry will continue to have 
access to flow-through share financing. 


The agriculture, logging and fishing sectors are important 
sources of employment and income for many regions of 
Canada. After tax reform, they will have the lowest average tax 
rate of any sector. 


Research and Development 


The changing composition of our economy and the importance 
of adjusting to technological change make it essential that tax 
reform proposals look to the future as we prepare for the 21st 
century. The reformed system will strongly support this 
priority area. 


Firms engaged in R&D in Canada will continue to benefit from 
one of the most favourable tax regimes for R&D in the 
industrialized world. 
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Retail Trade and Services 


Canada’s wholesale and retail trade and service businesses are 
leaders in employment growth, yet they have been the most 
heavily taxed of any corporate sector. By lowering their taxes, 
tax reform will encourage new investment and job creation in 
these sectors in all parts of Canada. 


Tax Avoidance and Evasion 


Lower personal and corporate tax rates and fewer special 
incentives will help to reduce the incentive for tax avoidance 
activity by corporations. Further action is proposed to deal with 
abusive tax avoidance and to strengthen information reporting. 


e A new general anti-avoidance rule will help prevent abusive 
tax avoidance arrangements. ~ 


e Other specific anti-avoidance rules will be changed to 
accord with the new general anti-avoidance rule. 


e New information requirements for investment income and 
tax shelters will help identify avoidance and evasion. 


These actions will bring Canada’s practices more into line with 
those elsewhere in the world. 


Interim Changes to the Current . 
Federal Sales Tax 


Until a new sales tax system can be put in place, the 
government will implement a number of interim changes to the 
existing federal sales tax. In addition, implementation of 
measures to reduce some of the major competitive distortions 
caused by the sales tax and reduce avoidance will be proposed. 


4] 


They will take effect July 1, 1988. Together with increased 
revenue resulting from corporate tax reform, the measures will 
raise additional revenues to finance personal income tax 
reform. The measures include: 


e imposing a telecommunications services tax at a rate of 
10 per cent effective January 1, 1988; all telephone services 
provided to households, except for long-distance services, 
will be exempt from this 10-per-cent tax; 


e increasing the rate of tax effective January 1 on Cable and 
Pay TV to 10 per cent; 


e increasing the sales tax on alcoholic beverages and tobacco 
products by three percentage points, effective 
January 1, 1988; 


e deleting paint and wallpaper from the list of construction 
materials taxable at the rate of 8 per cent; as a result, they 
will be subject to the general sales tax rate of 12 per cent 
effective January 1, 1988; 


e¢ moving the point of tax for pet litter to the wholesale level; 
and, 


e advancing the time of payment for businesses remitting 
federal sales taxes and excise taxes, effective April 1, 1988. 


Protection for Low-Income Canadians 


To protect low-income households against the impact of 
these interim measures, the refundable sales tax credit for 
low-income Canadians with net incomes up to $16,000 will be 
increased from $50 to $70 for adults and from $25 to $35 

for children. 
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Fiscal Impacts of Tax Reform 


Stage one of tax reform has been designed to have no effect on 
the deficit. 


Personal income tax changes will reduce personal tax revenues. 


Corporate tax changes, including anti-avoidance measures, will 
increase corporate tax revenues. 


In stage one of reform, the total direct revenue impacts of 
personal and corporate tax measures, in the absence of other 
measures, would have resulted in an increase in the deficit. 


The interim changes to the existing federal sales tax as well as 
measures to improve cash management will increase revenues 
and ensure fiscal neutrality. 


Sales Tax Reform 


The current federal sales tax is also called “the manufacturers’ 
sales tax’’. It is a tax applied to a manufacturer’s sale price of 
goods produced in Canada and to the duty-paid value of 
imported goods. Because the tax is applied at the 
manufacturer’s level, not the retail level, consumers may not 
even be aware that it exists. Yet it affects almost every good 
Canadians purchase every time they shop. By the time it 
reaches them, every dollar in tax paid by a manufacturer can 
raise the price to consumers by considerably more than 

that dollar. 


The Need for A Better Sales Tax 


The fundamental inadequacies of the present federal sales tax 
are widely recognized: 


e It is too narrowly based — applying to only about one-third 
of goods and services purchased in Canada, it requires a 
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high rate of tax and distorts consumers’ perceptions of the 
value of the products they buy; 


It taxes many business inputs, thereby impeding the ability 
of Canadian firms and industries to compete effectively at 
home and abroad and to expand employment; 


It distorts production and distribution decisions because of 
its early application in the distribution chain; 


It is unfair to lower-income Canadians, in spite of many 
special exemptions; and, 


It has become an increasingly complex system, costly both 
to comply with and to administer. 


The interim changes to the federal sales tax in stage one of tax 
reform will help to address some of the most pressing problems 
in the current system. However, the only real solution is to 
replace the tax. 


The Multi-Stage Sales Tax 


In stage two of tax reform, the government will replace the 
existing federal sales tax with a broadly-based multi-stage tax. 
This tax would offer considerable economic advantages over the 
present sales tax: 


Because it will extend to the retail level, it will apply in 
a fair way to consumers purchasing different goods 
and services. 


It will allow for the complete removal of tax on business 
inputs, thereby ensuring that there are no hidden taxes on 
consumer products. 


It will strengthen the competitiveness of the Canadian 
economy by reducing the costs of our exports and by 
eliminating the current preference that we provide to 
imports over our domestic products. 


-b4 


A multi-stage tax can be implemented either at the federal level 
alone or in conjunction with provinces. Currently, there exists 
an opportunity for an integrated national system, offering 
advantages for tax simplification and economic growth. This 
opportunity is under discussion with the provinces. 


While the integration of up to 10 sales taxes into one system is 
a complex issue, good progress has been made in the discussions 
to date. Although governments are not yet in a position to 
adopt the National Sales Tax or to take final decisions about its 
overall design, both the federal and provincial governments 
have agreed that work on the National Sales Tax should 
continue. It will be based on the following parameters: 


e Municipalities, hospitals, school boards, colleges and 
universities should not bear a greater tax burden under a 
national sales tax than they would under the existing sales 
tax regimes. In other words, there would generally be the 
same degree of tax relief for these institutions as under 
existing taxes. 


e Basic groceries, prescription drugs and certain medical 
devices should not be subject to tax. 


Further Income Tax Changes in Stage Two 


The tax reform proposals are designed as an integrated set of 
measures. When a new sales tax system is implemented, the 
refundable sales tax credit will be substantially enriched, paid 
in advance and extended to more households. As a result of the 
credit, the new sales tax system will be fairer to lower- and 
modest-income earners. There will be further income tax 
reductions for middle-income Canadians. Federal income 
surtaxes will be removed. 


Sales tax reform will also reinforce the positive economic 
benefits of corporate tax reform. A reformed sales tax system 
will remove the existing biases that inhibit competitiveness and 
the hidden production costs imposed by the current sales tax. 
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The combined effect will be a fairer, more progressive personal 
and sales tax system that will help promote a better, more 
efficient and more productive economy, one that will produce 
many more jobs. 
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